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A forecast by the state-run oil company PEMEX about a pending shortage of natural gas in Mexico
this year has increased the debate on whether the government should have opened exploration
and refining operations to private companies via multiple-service contracts (contratos de servicios
multiples, CSM). President Vicente Fox's administration first proposed the controversial scheme in
June 2002 as a means to bring much- needed capital to the natural-gas sector.
Under the plan, PEMEX would enter into a series of contracts with multinational companies
to explore, develop, and exploit natural-gas fields in Mexico (see SourceMex, 2002-06-26). The
proposal met stiff opposition in the Congress, particularly the center-left Partido de la Revolucion
Democratica (PRD) and a majority of members of the former governing Partido Revolucionario
Institucional (PRI). Critics in Congress contended that the plan would surrender Mexico's
sovereignty in energy production to foreign interests, violating the Constitution (see SourceMex,
2002-07-31).
The controversy resurfaced in mid-February, when the Fox government took preliminary steps
to implement the scheme without congressional consent. In a communique sent to the world's 75
largest energy companies, PEMEX offered technical information on the huge natural-gas reserve in
the Burgos basin.
The basin spans portions of the northeastern states of Nuevo Leon, Tamaulipas, and Coahuila. The
company also provided potential bidders with terms and conditions that would be useful in putting
together a bid. "This will give interested companies the opportunity to formulate their proposals
once the actual bidding process is put into effect," said the PEMEX communique.
Among the private companies that recently expressed interest in participating in the plan was Gas
Natural Mexico, a subsidiary of the Spanish-Argentine conglomerate Repsol YPF SA. Gas Natural is
Mexico's largest private distributor of natural gas.
PEMEX seeks to double output at Burgos Basin
PEMEX director Raul Munoz Leos said opening the Burgos Basin could increase the amount of
natural gas extracted from the site to 2 billion cubic feet per day, compared with the current daily
rate of 1 billion cubic feet. "Our goal is to double production in Burgos," said Munoz Leos.
A few days before PEMEX opened the bidding process on private contracts at the Burgos basin,
Munoz Leos offered controversial testimony to the standing joint committee (Comision Permanente)
of Congress, comprising representatives from all the parties in the Senate and the Chamber of
Deputies. In his comments, Munoz Leos said Mexico would have to begin to ration domestic
distribution of natural gas this year because production has not kept up with a surge in demand. He
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predicted that shortages could reach at least 100 million cubic feet per day. "The imbalance between
production and consumption of gas has reached critical levels," Munoz Leos said. "What was a
projection is now a reality. The future got ahead of us."
The PEMEX director said the company had already made plans to cut supplies of natural gas to a
handful of government agencies like the Comision Federal de Electricidad (CFE). The CFE has been
asked to begin substituting diesel for natural gas in its operations, said Munoz Leos. The comments
about shortages forced the Asociacion Mexicana de Gas Natural (AMGN) to issue a statement
reassuring business and residential customers that supplies of the fuel would be plentiful this year.
The AMGN is the principal association for 38 distributors of natural gas in Mexico.
AMGN director Guillermo Beltran said he agreed with the concerns raised by Munoz Leos. "This is
a sign that we need urgent reforms in our energy sector," said Beltran. Administration officials later
toned down their dire predictions about a pending severe shortage of natural gas. "We were just
concerned about having adequate energy supplies," Energy Secretary Ernesto Martens said at an
energy trade conference in Boca del Rio, Veracruz state, just a few days after Munoz Leos' testimony.
"I can assure you that we do not have any imminent danger of gas shortages."
Munoz Leos told participants at the conference that Mexico expects to increase production of
natural gas by 4% this year to about 4.6 billion cubic feet. Scheme implemented without approval
of Congress PRI and PRD legislators accused Munoz Leos of using the natural-gas shortage to
promote the government's campaign to gain approval for CSMs. "Why are we seeking to hire
foreign companies instead of strengthening our public agencies?" said PRI Sen. David Jimenez
Gonzalez.
Some legislators warned the Fox administration not to proceed with the private contracts. "We are
prepared for the government to put this plan in place, at which time we will file a constitutional
challenge," said PRD Deputy Rosario Tapia. Powerful PRI Sen. Manuel Bartlett Diaz said there was
no way that the private contracts could comply with the Constitution. "Legally, there is no possibility
for private companies to participate in the generation of natural gas," said Bartlett.
Munoz Leos disagreed with the criticism from opposition legislators and expressed confidence
that the private contracts could pass a constitutional challenge. "They will not affect our country's
sovereignty," he said. As expected, the private-contracts plan received a strong endorsement from
Mexico's private sector.
Business organizations like the Camara Nacional de la Industria de la Transformacion
(CANACINTRA) and the Consejo Coordinador Empresarial (CCE) called on the president and
Congress to begin the process of opening the natural-gas sector to private investors. "We find it
absurd that Mexico, which has huge reserves of natural gas, is having to import this product from
the US, which has a production deficit," said CANACINTRA president Yeidckol Polevnsky.
PEMEX reports surge in imports of US gas
PEMEX said Mexico's natural-gas imports surged in 2002, reaching as high as 1 billion cubic feet per
day. Those imports could total 2 billion cubic feet per day by 2006 if Mexico does not find a way to
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boost domestic production. Munoz Leos said the only way this could be accomplished efficiently
would be through the multiple-service contracts.
Even if the Fox administration succeeds in implementing the private contracts, Mexico is expected
to continue to rely on imports in the short term. This has led the Mexican government to continue
to construct infrastructure to help facilitate the imports. PEMEX expects to begin operating a second
interconnection site that would bring natural gas from Texas into northern areas of the country. That
site is near Reynosa, in Tamaulipas state, just across the border from McAllen, Texas.
PEMEX subsidiary Pemex Gas y Petroquimica Basica (PGPB), in the meantime, is planning to
construct another gas pipeline that would bring the fuel from Starr County in Texas to industrial
users in Monterrey. The construction would be done in partnership with US company Kinder
Morgan Energy. Nelson Arizmendi, vice chair of the CCE's energy committee, said Mexican
businesses are paying a high cost for natural gas because of Mexico's reliance on imports.
'
"The high cost of energy could force the closure or migration of 4,800 companies, the loss of
900,000 to 1.3 million jobs, a drop in US$3.5 million in exports, and the loss of domestic production
because of an increase of US$8.2 million in imports," said Arizmendi. Arizmendi's comments were
supported by a CCE study, which suggested that approval of the private-contracts plan could
bring new investments and create about 340,000 new jobs per year. (Sources: The News, 10/10/02,
10/16/02, 11/13/02; Novedades, Unomasuno, 11/15/02; Reuters, 10/16/02; The Dallas Morning News,
01/17/03; Spanish news service EFE, 02/03/03; El Financiero, 01/09/03, 02/12/03; Agencia de noticias
Proceso, 02/11/03, 02/12/03; Notimex, 02/11/03, 02/17/03; Reforma, 10/03/02, 10/15/02, 01/24/03,
02/06/03, 02/12/03, 02/13/03, 02/18/03; La Cronica de Hoy, 11/15/02, 02/12-14/03, 02/18/03; Dow
Jones newswires, 01/16/03, 02/18/03; Associated Press, 10/07/02, 02/11/03, 02/18/03; Milenio Diario,
10/08/03, 11/15/03, 01/22/03, 02/07/03, 02/12/03, 02/14/03, 02/18/03, 02/19/03; El Universal, 10/15/02,
01/24/03, 02/12/03, 02/14/03, 02/17-19/03; La Jornada, 01/10/03, 02/13/03, 02/17/03, 02/19/03)
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